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BUSINESS OUTLOOK
DISCUSSION PAPER

Tourism and the West Michigan Economy
Eldor Quandt
Western Michigan University

Introduction
The tourism industry of West Michigan continues
to grow and prosper. Although the economy of the
state has recently gone through several years of
recession, West Michigan's diversified economic
base of agriculture, manufacturing, and service in
dustries has helped overcome any significant
economic consequences. It appears that the major
strength of the region's economy is tied to
consumer-oriented manufacturing. It is also ap
parent that the service sector, which includes
tourism, is generating more and more of the
revenue. This discussion will consider economic
trends related to tourism and the growth of tourism
sales in West Michigan for the period 1950 to 1980.

The Setting
For purposes of this article, West Michigan in
cludes the 30 counties in the western half of the
Lower Peninsula from Mackinaw City to the In
diana border (Map). Fourteen counties border on the
shoreline of Lake Michigan. Bays and rivers add
diversification and further aesthetic qualities to the
shoreline. A wide variety of vegetation and sand
dune formations enhance the attractiveness of the
area. Many lakes and hills are found in the inland
counties. The varied natural environment, coupled
with the annual seasonal variations, have provided
one of the most unique vacation settings in the
Midwest.
In 1950, the start of the post-World War II era,
tourism was of little consequence in West Michigan.
In fact, tourist-related sales accounted for a lower
percentage of retail trade in West Michigan than in
the remainder of the state, as shown in Table 1. By
1980, the growth of tourism as a factor in West
Michigan led to tourist sales as a percent of retail
trade exceeding that of the rest of the state. Tourist
sales over the 30-year period from 1950 to 1980 in
creased at a rate of 8.3 percent per year in West

Michigan, whereas in the rest of Michigan the rate
of increase in tourist-related sales was only 6.8 per
cent per year.

Tourism Growth Area* of West Michigan
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The Approach
The indicator used to measure tourism develop
ment in the 30 counties of West Michigan was
volume of sales in tourist services. Tourism-related
sales are represented by the following categories:
hotels, motels, parks, camps, amusements, recrea
tion, food and drink, and gasoline service stations.
The Michigan Employment Security Commission

used a similar group of services in a tourist-related
employment study in 1980. Tourist sales as a
percentage of retail trade were also calculated for
each county, and comparisons of 1950 and 1980
percentages produced estimates of the annual rate
of growth in tourist sales.
The period of 1950-1980 was chosen because it
represents a formative period of tourism develop
ment in West Michigan. During this time there was
a significant increase in purchasing power for leisure
and recreation, improved transportation (Federal
Interstate System) and new concepts in tourism
(camper vehicle and outdoor camping).
The unit used for the collection of data was the
county. Based on the historical and economic
development of the area, three groups of counties
were identified as significant contributors to
tourism growth. These are: the northern lakeshore
counties of Antrim, Charlevoix, Emmet, Grand
Traverse and Leelanau; the southern lakeshore
counties of Allegan, Berrien, Muskegon, Ottawa
and Van Buren; and the urban counties of Calhoun,
Kalamazoo and Kent. In these three areas, tourism
has risen to the status of a major industry, con
tributing significantly to the growth of the West
Michigan economy.

Northern Lakeshore
Tourism sales in the five counties comprising the
northern lakeshore group of counties rose at an an
nual rate of 10.5 percent between 1950 and 1980,
faster than any other area in West Michigan. By
1980, tourist sales in this region were almost 30 per
cent of all retail trade. The area has year round ap
peal for tourists and vacationers. Attractions in
clude hundreds of miles of unspoiled Lake Michigan
beaches, natural harbors, lakes, streams and forests
for hunting and fishing, winter sports, areas for
downhill and cross country skiing, and spectacular
scenic beauty.
Grand Traverse County, with an annual growth
rate of 11 percent, contributes almost half of the
5-county area tourist-related sales. Traverse City,
located on Grand Traverse Bay, offers a wide varie
ty of accommodations, dining, and shopping. The ci
ty also hosts the National Cherry Festival each
year an event which normally attracts over
200,000 people. Recently, the Greater Traverse Con
vention and Visitors Bureau has been vigorously
promoting the city as a convention site. Large
numbers of vacationers attend the summer stock
productions of the Cherry County Playhouse. The
National Music Camp at Interlochen presents high
quality concerts and also sponsors big name artists

throughout the summer months. Several thousand
visitors per week attend the performances.
Second to Grand Traverse in the Northern
Lakeshore area is Emmet County with an annual
growth rate of 10.7 percent. Located at the northern
tip of the Lower Peninsula, this county offers a
variety of tourist attractions, including the
Mackinac Bridge (the longest suspension bridge in
the world), reconstructed forts, and historic resort
communities. Ferries depart hourly from Mackinaw
City to Mackinac Island, a site that has been
popular since the 19th Century. Harbor Springs has
the deepest natural harbor on the Great Lakes and
Petoskey is host to the Little Traverse Bay Festival
each year.
Charlevoix County, with a growth rate since 1950
of 9.8 percent, has unique appeal for Great Lakes
boaters, with several inland ports accessible to Lake
Michigan. It is a popular area for hunting and
fishing and has some of Michigan's best downhill
skiing in winter. The "Beaver Islander" provides
daily ferry services to Beaver Island.
Antrim and Leelanau counties also showed signifi
cant postwar growth in tourism, 9.7 and 9.5 percent
respectively. Antrim has a long beautiful shoreline
on Lake Michigan, plus an 18 mile long lake (Torch
Lake) chosen by National Geographic Magazine as
one of the most beautiful lakes in the United States.
It is also famous for both downhill and cross coun
try skiing. Leelanau County, bounded on three sides
by Lake Michigan, has over 100 miles of shoreline.
Several thousand acres in the county and on the
Manitou Islands are included in the Sleeping Bear
Dunes National Lakeshore.
Although the northern part of West Michigan has
some of the highest growth areas, it also contains
seven counties where tourism has not grown
significantly, with annual rates of growth much
below the 10.5 percent average shown for the five
northern lakeshore counties and tourist sales
generally below 20 percent of total retail trade.

Southern Lakeshore
Tourist sales in the five southern lakeshore coun
ties have grown at a rate of 8.0 percent per year dur
ing the 30-year period, far slower than in the north,
but still faster than in the rest of Michigan. Touristrelated sales in the region totaled almost $400
million in 1980, about 22 percent of total retail sales
and almost 3 times the $140 million in touristrelated sales of the five northern lakeshore counties.
Lake-oriented tourism is clearly a major industry in
the region.

Table 1
Tourist Sales for West Michigan, 1950-1980
1950

1980
r

County
Northern Lakeshore
Antrim
Charlevoix
Emmet
Grand Traverse
Leelanau
Total

Retail trade
($000)

Tourist sales
($000)

Annual rate
growth of
tourist sales
1950-1980
(percent)

1of

Fourist sales
percent of
retail trade

r

Retail trade
($000)

Tourist sales
($000)

Fourist sales
percent of
retail trade

7,088
9,637
27,810
30,014
4,150
78,699

739
991
1,618
2,959
638
6,945

10.4
10.3
5.8
9.9
15.4
8.8

39,130
57,057
120,378
235,242
26,693
478,500

11,889
16,549
33,744
67,730
9,609
139,521

30.4
29.0
28.0
28.8
36.0
29.2

9.7
9.8
10.7
11.0
9.5
10.5

36,851
109,976
116,628
62,518
32,454
358,427

3,569
13,694
13,789
5,332
3,422
39,806

9.7
12.5
11.8
8.5
10.5
11.1

172,398
601,021
478,025
408,594
159,370
1,819,408

34,446
132,376
9a,496
93,159
40,437
398,914

20.0
22.0
20.6
22.8
25.4
21.9

7.9
7.9
6.8
10.0
8.6
8.0

111,992
122,824
296,140
530,956

13,907
13,732
37,345
64,984

12.4
11.2
12.6
12.2

458,717
798,370
1,733,723
2,990,810

106,567
217,066
472,879
796,512

23.2
27.2
27.3
26.6

7.0
9.7
8.8
8.7

18,136
6,619
24,625
18,226
27,244
2,386
2,892
13,829
19,583
13,528
4,387
28,051
13,692
10,626
9,851
32,606
16,564
262,845

1,544
705
2,063
2,095
2,691
311
426
1,601
1,838
496
247
2,354
1,437
1,206
774
5,307
1,435
26,530

8.5
10.7
8.3
11.5
9.9
13.0
14.7
11.6
9.4
3.7
5.6
8.4
10.5
11.3
7.9
16.3
8.7
10.1

70,972
35,188
112,248
85,190
139,309
33,591
12,796
63,081
81.970
90,783
18,644
146,168
67,034
44,700
36,530
160,341
109,048
1,307,593

11,399
8,402
24,320
19,190
18,387
5,635
4,096
12,402
10,359
16,237
2,627
17,394
9,399
7,767
6,791
I.D.
20,730
195,135

16.1
23.9
21.7
22.5
13.2
16.8
32.0
19.7
12.6
20.7
14.1
11.9
14.0
17.4
18.6
I.D.
19.0
14.9

6.9
8.6
8.6
7.7
6.6
10.1
7.8
7.1
5.9
12.3
8.2
6.9
6.4
6.4
7.5
I.D.
9.3
6.9

Total West Michigan .

1,230,927

138,265

11.2

6,596,311

1,530,082

23.2

8.3

Total remainder
of state . .

4,359,351

675,805

15.5

25,316,045

4,858,750

19.2

Southern Lakeshore
Allegan
Berrien
Muskegon
Ottawa
Van Buren
Total
Urban Southwest

Calhoun
Kalamazoo
Kent
Total
Rest of Western
Michigan
Barry
Benzie
Branch
Cass
Ionia
Kalkaska
Lake
Manistee .....
Mason
Mecosta
Missaukee
Montcalm
Newago
Oceana
Osceola
St. Joseph
Wexford
Total

6.8
Total Michigan . .
814,070
14.6
5,590,278
31,912,356
6,388,832
20.0
7.1
Data compiled from: U.S. Bureau of the Census, County and City Data Book, 1983, U.S. Government Printing Office, Washington, DC,
1983.
I.D.=Incomplete Data.

The five lakeshore counties of Allegan, Berrien,
Van Buren, Ottawa, and Muskegon have made
significant progress over the past several decades.
The area has had a long history as a tourist destina
tion for Chicago residents. Many local family ties as
well as resort and cottage ownership can be traced
to outstate residents. Some of the past Chicago
ethnic/religious enclaves which developed during
the summer season were the Bohemians at New
Buffalo, Jewish at Union Pier, Irish at Grand
Beach, and Swedish at Bethany Beach. In addition,
Lakeside became the summer home for many
University of Chicago faculty. More recently a
number of Chicago writers and artists have taken
second homes in lakeshore communities throughout
the area. Tourism has continued to develop along
the southern lakeshore with Van Buren County
emerging as one of the more rapidly growing areas
with an annual growth rate of 8.6 percent. The City
of South Haven has expanded and improved its
marina facilities and is currently seeing a rapid in
crease in condominium development. South Haven
also hosts the National Blueberry Festival, which
attracts well over 100,000 people. Many of
Michigan's wineries are also located in this county
and are visited by tourists traveling Interstate 94.
Ottawa county is heavily oriented to tourism and
leads the Southern Lakeshore counties with an an
nual growth rate of 10 percent. The Holland Tulip
Festival, one of the nation's top festivals is located
here. It is a week-long event which generates ap
proximately $12.5 million for the city. It also im
pacts significantly on the economy of the surround
ing area. The Dutch traditions are showcased with
other attractions such as the only authentic Dutch
windmill in the United States, two factories produc
ing wooden shoes, and a Dutch Village. The county
also boasts Lake Michigan's only boardwalk at
Grand Haven.
Muskegon County grossed nearly $100 million
through tourism sales in 1980, representing a
growth rate of 6.8 percent. The county owes much to
the tourism industry for restoring respectability to
an economy which suffered from the decline of the
lumber industry. Marinas for yachting and fishing
attract a large number of water enthusiasts to the
area. The summer season is also filled with celebrity
concerts at the Blue Lake Fine Arts Camp.
Allegan County, with a growth rate of 7.9 percent,
certainly has the potential to increase tourism sales
further, with a 25 mile Lake Michigan coastline and
over 400 natural lakes. Currently the county's
tourist development is centered in the
Saugatuck/Douglas area. This area has begun to
build a reputation for bed and breakfast lodging,

and this may prove to be a good marketing device in
the future.

Urban Southwest
A significant volume of tourism sales in West
Michigan is generated by three counties with large
urban centers. Tourism sales in the counties of
Kalamazoo (City of Kalamazoo), Kent (Grand
Rapids), and Calhoun (Battle Creek) grew at an an
nual rate of 8.7 percent over the period 1950 to 1980,
reaching a total of nearly $800 million in 1980. In
1950, these urban areas had tourist sales totaling
$65 million, representing only 12 percent of total
retail sales, compared to 26.6 percent of total retail
sales for 1980.
The three counties had 12.5 percent of the state's
tourism sales in 1980, with only 8.6 percent of its
population. Each has a very active Convention and
Visitors Bureau, with a variety of festivals and
events presented annually. Due to well developed
transportation systems, the three locations are also
highly accessible.
Kent County, the hub for much of West
Michigan's tourist activity, has increased tourist
sales at a rate of 8.8 percent. Its central location,
good air, rail and highway transportation systems,
and surrounding vacation attractions have helped
its development. Grand Rapids, the largest city in
West Michigan, is the county's main urban center,
and is quickly becoming the region's premier con
vention center. Accommodations are highlighted by
the only AAA Five-Diamond rated facility in the
State of Michigan. Other Grand Rapids attractions
include the Gerald R. Ford Museum, John Ball Park
Zoo, and the week-long Summer Festival of Arts.
Calhoun County offers a variety of tourist ac
tivities. The historic homes in Marshall have at
tracted visitors from throughout the Lower Penin
sula and Northern Indiana. The main center for
tourist activity in Calhoun County is Battle Creek.
Annually, it attracts over 300,000 visitors and con
vention delegates. This year, the city will host the
World Hot Air Balloon Championship, which will
attract an estimated 700,000 people. The city is
known internationally as the "Cereal Capital of the
World," and heavily promotes this image. Both Bat
tle Creek and Marshall are able to benefit by attrac
ting the enroute traveler from Interstate 94.
In Kalamazoo County, the City of Kalamazoo is
the focal point for tourist services. It has an advan
tage of being located at the intersection of two ma
jor highway systems. Interstate 94, an east-west
route, and US 131, a major north-south system,
facilitate movement into the area. It is also equidis-

tant (150 miles) from Detroit and Chicago, making
Kalamazoo a convenient stop-off point. Since the re
cent development of the downtown convention
center, the city has annually drawn about 100,000
delegates. The annual High on Kalamazoo Air Show
attracts over 100,000 people, and over 200,000 peo
ple spent nearly $2 million last year during the Wine
and Harvest Festival.

Employment Implications
It is estimated that for every $40,000 of tourist
sales one job is generated. In West Michigan, the
tourism industry has generated jobs for approx
imately 40,000 people. This is slightly over 15 per
cent of the 263,000 jobs in the state's tourism in
dustry. Over 5,000 of these jobs are in tourist ser
vices in Kalamazoo County, 12,000 are in Kent
County, and 2,700 are in Calhoun County. For the
entire northwest region, it is estimated that one of
every three in the retail labor force is in tourismrelated activities, and that over 50 percent of retail
trade employment is in tourist services in Leelanau
and Antrim counties. While the proportion of retail
trade in tourism may be higher in a number of
northern counties, over 75 percent of West
Michigan's tourist jobs are found in the southwest.

Summary and Conclusions
Since 1950, the availability and use of tourism ser
vices has steadily increased for all of West
Michigan. The most significant increase in tourism
sales occurred among a group of lakeshore counties
in the north: Antrim, Charlevoix, Grand Traverse,
and Leelanau. Traverse City is the primary service
center for that area. In the south, a group of five
lakeshore counties contribute significantly to West
Michigan tourism. The counties include Allegan,
Berrien, Van Buren, Ottawa, and Muskegon. The
most rapidly growing center for tourism in this
group is South Haven. It appears that South Haven
and Traverse City will function as anchor cities,
with future tourism developing between them. The
three urban counties, Kalamazoo, Kent, and
Calhoun, are important for convention and visitor
services. There is a great deal of potential in the re
maining lakeshore and inland locations of West
Michigan for future growth. The prime areas for ex
pansion are the lakeshore counties of Allegan,
Oceana, Mason, Manistee, and Benzie. Recognition
of the need for planning is essential to the develop
ment of these areas.
Evidence that the state government recognizes
the vital and growing role of tourism in the state's
economy is provided by the current consideration
being given to establishing a new department for
Tourism, Recreation and Culture.

The tourist industry is particularly important to
West Michigan. In the state as a whole, tourism
sales per capita in 1980 were $3,445. In the three
areas of West Michigan identified as tourist centers,
i.e., the Northern Lakeshore, the Southern
Lakeshore, and the Urban Southwest, tourism sales
per capita were $11,016, $6,565 and $9,981 respec
tively 2 to 3 times the rate in the state as a whole.
During the period of 1950-1980, tourism sales grew
at a rate of 8.3 percent in West Michigan, con
siderably faster than the 6.8 percent rate of growth
in the remainder of the state. It appears this growth
will continue into the future. There are now several
major lodging and resort facilities being developed
in Traverse City, South Haven and Muskegon. It is
also quite evident that both large and small com
munities are now more aware of the impact of
festivals and events on their local economy. With
good management and community support the
traditional attractions (e.g., Holland Tulip Festival)
and more recent events (e.g., Wine and Harvest
Festival) will continue to increase tourism sales. The
expansion of motor coach tours, which currently
contribute about $2 million to the Kalamazoo
economy, will add yet another dimension to West
Michigan's tourism industry.
To encourage the further growth of tourism in
West Michigan, the following policy recommenda
tions should be considered by decisionmakers in
both the public and private sectors.
Retain the resident tourist. Although much can be
said about marketing tourism outside of Michigan,
it will become increasingly important to promote it
within the state. Increased retention of the resident
tourist has important economic implications. At
present, less than half of Michigan families' vaca
tions are spent in the state. Along with retention,
plans should be made to increase the number of
tourist nights spent away from home. This should
increase tourism sales, since the average traveler in
Michigan currently spends approximately $71 per
day on transportation, food, entertainment, shop
ping, and lodging.
Promote the Chicago tourism market. The selec
tion of target markets and the development of ap
propriate marketing strategies will influence the
future development of tourism in West Michigan.
The state has done well in the past through the "Yes
Michigan" program. Most of the promotion has
been directed outside the state, especially to such
areas as Columbus, Ohio; Indianapolis, Indiana; and
Chicago. The largest number of potential tourists
are in the Chicago Metropolitan Area, and every at
tempt should be made to attract them. Due to its ac
cessibility, West Michigan would be one of the first
regions to benefit from increased tourism by
Chicago area residents.

Promote quality of services. The future progress
of the West Michigan tourist industry will depend
on how well it provides and markets a quality ser
vice. It appears the substantial increase in budgets
by several midwestern states and Canada for broad
regional advertising may be ill-advised. The adver
tising has been directed to attract numbers of peo
ple, but yet the supply of tourists has stabilized in
the prime market area (Minnesota, Wisconsin, Il
linois, Indiana, and Ohio). The potential number of
tourists is between 25-40 million. This year
Michigan will spend about $9.1 million for the pro
motion of tourism. Illinois will nearly equal this
total, and Ontario will spend more. A promotion
strategy which focuses on the quality of service may
still be the best approach. A helpful device is a
tourist profile which would help match individuals
with the variety and number of services required.
Another dimension of quality is how the host com
munity interacts with the tourists. In some cases, it
may be useful to introduce hospitality training pro
grams.
Develop a comprehensive plan for future tourism
development It is important that West Michigan
consider a comprehensive master plan for future
tourism development. The goal of any master plan is
to properly review past trends, assess present condi
tions, and provide future projections. Some of the
principal components of a master plan for tourism
include: (1) natural environment, (2) tourist profile,
(3) lodging, (4) food services, (5) transportation,
(6) labor available, (7) seasonal variations, and
(8) room taxes. The purpose of a comprehensive plan
is to provide an orderly and well managed process of

development. Of course, the utility of the plan rests
upon its application. If applied and monitored cor
rectly, tourism development will be balanced, con
trolled, and beneficial to the entire region. In the
case of West Michigan, it is imperative to control
the development along the lakeshore.
As we move toward the year 2000, there will be in
tense competition for the tourist dollar. Future plan
ning and sound management of services and
resources will be the keys to continued growth of
tourism in West Michigan.
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The BUSINESS OUTLOOK
for WEST MICHIGAN
Slowdown of National Economy Impacts on West Michigan

In the next three to six months, employment will continue to grow in Grand Rapids, with stable
or slightly declining employment likely in the rest of West Michigan. The fourth quarter saw no im
provement over the third quarter in total employment in West Michigan. The Index of Leading In
dicators, although stabilizing after four quarters of decline, shows no sign of improvement. For any
substantial near-term improvement in economic activity in the region, the rate of growth of the na
tional economy must improve. All bets are off if the Saturn lands in Kalamazoo!
The West Michigan economy, which slowed
perceptibly after reaching a post-recession peak in
the middle of 1984, refuses to provide a definite sign
as to the direction it will next take. Employment
growth has halted and gives no immediate indica
tion of improving, which suggests that unemploy
ment rates are likely to rise in the near future as
natural population growth leads to increases in the
size of the labor force.
The various indexes that are monitored by
BUSINESS OUTLOOK give somewhat confusing
indications of business conditions in the near term.
The Index of Leading Indicators remains
significantly below the recovery peak,
although it did not fall further in the first
quarter of 1985.
The Index of Help-Wanted Advertising con
tinued to increase strongly in the first quarter,
suggesting further growth of employment in
the near term.
BUSINESS OUTLOOK'S statistical model,
however, points to slightly falling employ
ment.
The survey of West Michigan Purchasing
Managers shows increases in new orders and
material inventories, suggesting increased pro
duction in the months ahead.
The overall Index of Consumer Sentiment
declined in all areas except Grand Rapids,
although consumers displayed increased will
ingness to purchase a home, car or household
durable.
The conflicting signals result in an uncertain
forecast of near-term economic conditions.

The national economy clearly slowed in the second
half of 1984 from the torrid pace of 1983 and the
first half of 1984. Further, real growth in the first
quarter of 1985 was a mere 1.3 percent. GNP for the
rest of 1985 is projected to grow at a higher rate
than the first quarter but at less than half the rate
achieved during the early part of the recovery. The
prevalent view is that the slowdown in mid-1984
was largely caused by drastic cuts in the growth of
the money supply initiated by the Federal Reserve.
Most economists now expect the Federal Reserve to
expand the money supply rather than permit the
economy to fall into a recession. Such actions, in
combination with a large infusion of cash from in
come tax refunds, are expected to revive the
economy and assure its continued growth
throughout the year. Employment in Michigan fell
proportionately further during the last recession,
and rose proportionately less during the recovery,
than the nation as a whole. For West Michigan, the
picture differs considerably among the four
metropolitan areas.
As shown in Figure 1, employment in Battle
Creek and Muskegon fell about the same percent as
the state from the peak to the trough of the
1979-1982 recession, whereas employment in Grand
Rapids and Kalamazoo fell considerably less. The
recoveries of Battle Creek and Muskegon also more
closely mirrored that of the state than did those of
Grand Rapids and Kalamazoo. Trends and levels of
the unemployment rate for Battle Creek and
Muskegon are similar to those of the state, whereas
Grand Rapids and Kalamazoo have maintained
stronger economies. On the basis of this experience,
we would expect that if the nation fails to continue
to grow at a reasonably high rate, employment in

Michigan is apt to decline. If employment in
Michigan declines, that in Battle Creek and
Muskegon are likely to follow. It remains to be seen
if growth in Grand Rapids and Kalamazoo can con
tinue under these circumstances.
Figure 1
Changes in Quarterly Average Index of Employment
Seasonally adjusted (Peak [1978-1979]=0)

In the last issue of BUSINESS OUTLOOK, we
expressed concern that the continued drop in West
Michigan's Index of Leading Indicators may ,be
predicting a-recession, but the absence of confirma
tion in other available indicators led us to conclude
that the evidence was still on the side of a flat
economy, rather than a recession. The leveling of the
value of the index in the first quarter would seem to
confirm the short-run prediction of a relatively flat
economy, although one can hardly gain assurances
from an index that rests some 12 percent below the
peak reached in the fourth quarter of 1983. The In
dex of Leading Indicators for the State of Michigan,
which also peaked in the fourth quarter of 1983, con
tinued to decline in the first quarter of 1985, drop
ping 1 percentage point since the last quarter. If the
state is about to enter a recessionary period, it will
be difficult for West Michigan to avoid the same
fate.
Chart 2
Index of Leading Indicators
Michigan

Muskegon

(1977=100)

Index
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ZZ Change in index of employment from peak (1978-1979)
to trough (1982-1983).
K3 Change in index of employment from peak (1978-1979)
to peak in 1984 or to fourth quarter of 1984.

Index of Leading Indicators

The Index of Leading Indicators for West
Michigan in the first quarter of 1985 averaged 92,
the same value as in the fourth quarter of 1984.
Prior to the first quarter of 1985, the index had
declined in every quarter since reaching a postrecession peak in the fourth quarter of 1983.
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In the last issue of BUSINESS OUTLOOK, we
noted that the movements of the leading indicators
were similar for all four of the metropolitan areas in
West Michigan. This is not the case in the current
quarter. From the fourth quarter of 1984 to the first
quarter of 1985, the index rose in Grand Rapids and
fell in the other three areas. Without Grand Rapids,
the index for the remainder of West Michigan would
have continued its decline for the fifth straight
quarter.
As described in previous issues, the Index of
Leading Indicators is comprised of seven com
ponents, four of them national and three of them
local. Throughout most of 1984, the four national
components declined sharply. But the levels of these
national components held constant in the first

quarter of 1985, except for changes in material
prices, which continued to decline.
The most heavily weighted of the seven com
ponents is a local component: average hours of work
per week for production workers. The strong drop in
this measure was partly responsible for the decline
in the Index of Leading Indicators during 1984. We
cautioned the reader, however, that this drop may
not have been predicting a future decline in
economic activity, but rather reflected a structural
change in the way businesses were using labor.
Average weekly hours in West Michigan did not
decline further in the first quarter; in fact, they rose
slightly from an average of 40.8 hours per week in
the fourth quarter to 41.0 hours in the first quarter
of 1985.
The other two local components of the West
Michigan Index of Leading Indicators number of
new dwelling units put under contract and initial
claims for unemployment insurance gave opposite
signals in the first quarter. New dwelling units were
up sharply by 22 percent compared to the fourth
quarter of 1984. Initial claims for unemployment
gave a negative signal, increasing by 6 percent over
the fourth quarter. (See Tables 6 and 7.)
Nevertheless, on balance, the components of the
Index of Leading Indicators were indicating relative
stability, with most components showing little
change from the fourth quarter of 1984.
A very important indicator of trends in the local
economy, although not part of the formal Index of
Leading Indicators, is help-wanted advertising. The
Conference Board, which uses this index to monitor
the economies of 51 U.S. cities, claims that, "Of the
last five postwar cycles that the series spans (start
ing with the 1973-75 recession), turning points in
the help-wanted index have led business cycle peaks
a minimum of three months and a maximum of
seven months an unusually consistent record of
lead time." (Noreen L. Preston, The Help-Wanted
Index: Technical Description and Behavioral
Trends, New York: The Conference Board, Inc.
1977, p. 9.)
Help-wanted advertising continues the favorable
trend observed in the last issue of BUSINESS
OUTLOOK. From the fourth quarter of 1984 to the
first quarter of 1985, BUSINESS OUTLOOK'S In
dex of Help-Wanted Advertising rose by 6.4 points,
from 102.3 to 108.7. The index rose very strongly in
Kalamazoo, and slightly in the other three areas.
This index indicates a more positive prospect for the
West Michigan economy than does the Index of
Leading Indicators.

Charts
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tisements in Battle Creek Enquirer, Kalamazoo Gazette,
Muskegon Chronicle, and Grand Rapids Press, adjusted for
recurring variations. Dates of recessions from National Bureau
of Economic Research, Inc.
NOTE: Break occurs in 1978 when strict comparability inter
rupted. Shaded areas indicate national recessions. Dates of turn
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Survey of Consumer Sentiment

The overall Index of Consumer Sentiment declin
ed more than one point in three of the four metro
politan areas in the most recent survey conducted in
April. The indexes for the month of January,
reported in the previous issue of BUSINESS
OUTLOOK, had shown considerable improvement
over the survey results in September for all areas ex
cept Battle Creek. This improvement was reversed
in Kalamazoo and Muskegon in the current survey.
Responses to some of the specific questions,
however, provide a more mixed picture of consumer
sentiment (see Table 1). Expectations about the
coming year for the general economy declined, but
more respondents said it was a good time to buy a
house, major household appliance, or a car. These
sentiments, if they translate into increased p"~
chases, could lead to a stronger economy than other
wise indicated.
Expectations regarding personal circumstances
over the next year differ considerably across the
four areas. Respondents in Grand Rapids were more
optimistic, while those in Kalamazoo indicated no
essential change since the previous survey in
January, while those in Battle Creek and Muskegon
demonstrated declining optimism regarding their
own future circumstances. The differences among
the areas in consumer attitudes are not inconsistent

Table 1
Consumer Sentiment in West Michigan
Values of Index for January 1985 and April 1985
Battle Creek

Grand Rapids

Kalamazoo

Muskegon

Jan. '85 Apr. '85 Jan. '85 Apr. '85 Jan. '85 Apr. '85 Jan. '85 Apr. '85
Value of Overall Index of Consumer Sentiment

95

103

102

97

93

100

87

Personal Situation

Expect to be in better financial situation in one year?

123

116

129

134

129

130

117

115

Expected income next 12 months compared to last
12 months?

140

132

149

154

149

150

141

127

79

74

100

97

94

89

91

84

75
44

91

94

107

78

92

90

86

53

64

70

68

66

59

73

151

109

Expected income relative to prices, next 12 months?
Okay to use savings for purchase?
Okay to buy on credit?

General Economic Conditions
Business conditions over the next 12 months?
Business conditions in one year?

145

Now a good time to buy a house?
Now a good time to buy major household items?
Now a good time to buy a car?

122

147

145

142

130

113

129

116

130

119

121

125

114
139

128

111

118

130

120

136

144

160

163

146

146

154

110
148

118

143

133

142

128

143

130

120

131

SOURCE: Survey of Consumer Sentiment, F. E. Seidman School of Business, Grand Valley State College.
NOTE: The index is constructed as follows: % Better - % Worse+100; such that indexes greater than 100 indicate positive or optimistic
sentiment, and indexes below 100 are negative, on balance.

with existing and projected differences in perfor
mance of these economies.

New Orders declined slightly between the fourth
quarter of 1984 and the first quarter of 1985.
Change in Material Prices. The March survey in
dicates no change in the price picture since last
September. The West Michigan survey responses
show general stability of prices, with a small ten
dency toward increasing prices. Nationally, the
responses show a net small decline in the proportion
of firms with lower prices for the first time since the
first quarter of 1983.

Survey of Purchasing Managers

The distribution of responses to six questions pos
ed to members of the Purchasing Management
Association in West Michigan provide important
clues as to current and future economic activity. The
results of the survey conducted in March 1985 and
those previously reported for September and
December 1984 are shown in Table 2 and described
below.

Change in Inventories. Increases in inventories of
purchased materials usually indicate an expected in
crease in production of finished goods. This index
turned negative in December, after being positive in
the previous two quarters. In March, the index has
again turned positive. Nationally, the index has
turned from neutral to slightly negative.

New Orders. Changes in new orders are
reasonably reliable predictors of near-term economic
activity, because these orders must be translated in
to production. From December to March, there has
been a large drop in the proportion of respondents
reporting lower sales for their companies, sug
gesting a strong upward pressure for West
Michigan companies to increase output in the near
term. The March responses to this question are
more similar to the favorable results reported in
June and September than to the results reported in
December. The weakness evident in the results
reported in the fourth quarter of 1984 have been
reversed in the first quarter of 1985, as shown in
Table 2. Nationally, the picture also improved.
However, seasonally adjusted, the national index of

Production. Responses to the question as to
whether production in the current month has in
creased turned strongly positive in March, after
having weakened perceptibly in December from the
results in June and September.
Employment. The pattern of general stability in
employment, with a small differential reporting in
creased employment, reasserted itself in March
after having turned neutral in December.
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Table 2
West Michigan Purchasing Management Association Survey
(Percent of Responses)
September '84
(69 respondents)

March '85
(100 respondents)

December '84
(90 respondents)

Higher

Same

Lower

Higher

Same

Lower

Higher

Same

Lower

54

29

17

36

38

26

40

44

16

Change in Material Prices

22

71

7

20

72

8

22

70

8

Change in Inventories

28

52

20

20

46

34

27

49

24

Production. .

48

39

13

28

49

23

42

44

14

Employment

29

61

10

18

66

16

26

67

7

Slower

Same

Faster

Slower

Same

Faster

Slower

Same

Faster

38

55

24

69

26

69

New Orders .

. .

Vendor Performance

SOURCE: Survey respondents are members of Purchasing Management Association of Western Michigan (meets in Muskegon), Grand
Rapids Association of Purchasing Management and Southwestern Association of Purchasing Management, Inc. (Kalamazoo-Battle
Creek).

Vendor Performance. A slowing in the delivery of
materials and supplies is considered a positive in
dicator of future economic activity, because it in
dicates the need for increased output. The March
survey for West Michigan shows about the same
results as in December, with somewhat more
respondents indicating slower deliveries than in
dicating faster deliveries, although the ratio is con
siderably lower than earlier in 1984. Nationally, the
strong positive response is much the same as in
December.

small improvements are still being made in the state
as a whole. Moreover, BUSINESS OUTLOOK pro
jections indicate that employment in West
Michigan is likely to decline by as much as 8,000
jobs by the end of 1985, unless circumstances
change. In the previous issue of BUSINESS
OUTLOOK, the projection model indicated the
likelihood of some further improvements in the level
of employment through 1985. This is no longer the
case. To be consistent with the more positive
outlook of the Purchasing Managers, output in
creases would need to be accomplished without ex
pansion of the workforce.

Conclusion. Overall, the responses of the purchas
ing managers in March were more favorable to con
tinued economic expansion than were the responses
in December. The differences between the regional
and national responses narrowed from those in the
previous quarter, with the national survey
responses turning more positive in the first quarter
of 1985, before seasonal adjustment.

The possibility of a worsening employment situa
tion in the short run is reflected in the trends in the
unemployment rates. Table 3 shows that the
unemployment rate improved significantly from the
fourth quarter of 1983 to the third quarter of 1984 in
all four areas of West Michigan, and that West
Michigan maintained a significantly lower
unemployment rate than the state throughout this
period. However, in the last quarter the situation
has changed. While the unemployment rate in the
state remains constant, the rate in all four areas in
West Michigan has increased. Increases in
Kalamazoo were relatively small, leaving
Kalamazoo with a substantially lower unemploy
ment rate than any of the other areas in West
Michigan.

Labor Market Activity

The trends in employment in West Michigan are
not encouraging for the near term. Table 7 shows
that in comparison with the fourth quarter of 1983,
total employment was up strongly in the fourth
quarter of 1984 (the last period for which regional
data are available). However, there has been no im
provement in employment in West Michigan since
the third quarter of 1984. In other words, employ
ment growth has halted in West Michigan, although

BUSINESS OUTLOOK projections of the
unemployment rate are not encouraging, with
11

significant increases anticipated at least through
the second quarter. The expectation is that employ
ment will fail to increase while the labor force con
tinues to grow.

end of 1984. All areas except Grand Rapids will ex
perience some decline in employment. The
unemployment rate for the four metropolitan areas
of West Michigan, which stood at a seasonally ad
justed value of 10.1 percent in the fourth quarter of
1984, is projected to rise to a level of 12.8 percent by
the fourth quarter of 1985.

Table 3
Unemployment Rates in West Michigan
(Seasonally adjusted)
1983
Area

Some of the indices followed by BUSINESS
OUTLOOK indicate that output in sales in the
region will remain stable or increase slightly, reflec
ting the positive responses on new orders and
material inventories provided by the West Michigan
Purchasing Managers Association, and the increas
ing proportion of consumers who say that it is a
good time to purchase homes, cars, or consumer
durables. However, other indicators lead to the con
clusion that employment will remain stable or
decline. This conclusion is a reflection of the flat
values of the Index of Leading Indicators and the
results of BUSINESS OUTLOOK's projection
model. One important finding for the current
quarter is that economic performances of the four
metropolitan areas of West Michigan, which were
operating fairly consistently in the previous two
quarters, have diverged somewhat in the fourth
quarter of 1984, with Grand Rapids showing signs
of continued growth that are not being matched in
the metropolitan areas of Kalamazoo, Battle Creek
and Muskegon.

1984

IV

I

II

III

IV

Battle Creek
Grand Rapids
Kalamazoo
Muskegon

13.0
9.9
9.9
14.3

12.4
10.2
9.8
13.4

11.0
9.0
8.7
12.3

10.1
8.5
8.5
11.4

11.2
9.5
8.8
12.6

West Michigan
Michigan

11.0
12.4

10.3
11.4

9.6
11.3

9.3
11.2

10.1
11.0

SOURCES: West Michigan rates adjusted by Upjohn Institute,
using data from Michigan Employment Security Commission.
Adjusted rate for Michigan from U.S. Department of Labor.

Conclusions

The overall evidence is that the slowdown in the
national economy is reflected in the economic perfor
mance of Michigan and West Michigan. By the end
of 1985 it is expected that employment will be about
2 percent lower in West Michigan than it was at the
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The BUSINESS OUTLOOK
for the BATTLE CREEK AREA
Employment Down Slightly—Unemployment Turning Up
Stephen A. Woodbury
W. E. Upjohn Institute

Accumulating evidence suggests that sagging economic activity and employment may be in store
for Battle Creek over the next three to six months. The anemic advance of the national economy
during the early months of 1985 has hurt the Battle Creek economy. Three factors a likely renewal
of national economic growth, the Kellogg Company's massive expansion of production capacity
starting this summer and anticipated growth at the Fort Custer Industrial Park should prevent
the decline in local economic activity from being either long or deep.
What appeared in January to be a modestly good
situation with some possibilities for further growth
has turned, somewhat unexpectedly, into a period of
short term decline for the Battle Creek area.

ditures have rarely reached $40 to $50 million in a
single year. Even more important, the new invest
ment reaffirms the Kellogg Company's efforts to
maintain Battle Creek as its center of production.

Recently available labor market data indicate that
employment in Battle Creek crested early last fall
and has dropped somewhat since. Recent data on
unemployment rates in Battle Creek tell a similar
story the labor market improved until late last
year, but has slackened since and may continue to
do so at least until mid-summer. The Survey of Con
sumer Sentiment for Battle Creek has some bright
spots, suggesting that buying attitudes of local con
sumers are improving and quite robust. That same
survey also suggests, however, that local residents'
optimism about the future of the economy is wan
ing. The Battle Creek Index of Leading Indicators
adds further to the picture, with the decline of that
index witnessed during 1984 continuing into the
first quarter of this year.

Also, Battle Creek Unlimited's continuing success
in bringing new companies to the Fort Custer In
dustrial Park, and the expansion of employment at
companies already there, will have a ripple effect on
employment throughout the Battle Creek area.
Index of Leading Indicators

BUSINESS OUTLOOKS Index of Leading In
dicators for Battle Creek dropped 9 percent during
1984, then fell an additional 4 percent in the first
quarter of 1985. These movements in the index can
be seen in the accompanying chart.
The first quarter decline in the Battle Creek Index
does not echo the path of the Index of Leading In
dicators for West Michigan as a whole. The West
Michigan Index has in fact stabilized in the first
quarter of 1985. This suggests that the forecasts of
stagnating to slightly declining employment for
West Michigan should be read as forecasts of prob
able employment decline in Battle Creek.

None of the current evidence suggests that the
decreased economic activity that Battle Creek is
now experiencing will be long-lived or serious, as
was the slump experienced from 1980 to 1983. In
fact, the longer term outlook for Battle Creek re
mains quite hopeful. The Kellogg Company's an
nouncement in late February that it will invest $100
million to expand the production capacity of its
main plant in Battle Creek should help stem any
downturn in the local labor market when construc
tion begins this summer. This announced expansion
represents a truly massive investment in a local
economy where nonresidential building expen

All of the local components of the Battle Creek In
dex of Leading Indicators have been giving negative
signals in the last six months. Unemployment in
surance claims increased by about 17 percent
(seasonally adjusted) in the first quarter, compared
with the fourth quarter of 1984. Unemployment in
surance claims in Battle Creek now stand at roughly
13

the same level they did from 1977 through
1979 that is, during the long late-1970s expansion.
This level is quite consistent with expanding
economic activity in the area. Nonetheless, the re
cent increases in unemployment insurance claims,
and BUSINESS OUTLOOK forecasts suggesting
that unemployment claims will continue to rise into
the fall months give some cause for concern.

have become expansionary in recent months, it is
likely that national economic growth later this year
will exceed the listless 1.3 percent annual rate
observed in the first quarter. A higher national
growth rate would prevent any deepening of
whatever local downturn materializes.
Survey of Consumer Sentiment

Chart 4
Index of Leading Indicators
Battle Creek Area

The April 1985 Survey of Consumer Sentiment for
Battle Creek indicates that Battle Creek consumers
still have positive attitudes about buying, but that
they are less optimistic about the future of the
economy and about their own economic futures.

<1977=100>

,ndex
200

Overall, the Index of Consumer Sentiment for
Battle Creek fell to 89 in April, down from a level of
95 that held in both September and January. (See
Table 1 in West Michigan section.)

100

The main reason for the decline of the overall in
dex is the sheer drop in Battle Creek consumers' ex
pectations about the future of the economy. Only 16
percent of Battle Creek residents interviewed in
January foresaw bad times for the national economy
in the next year, but in April that figure had increas
ed to 29 percent. Equally striking is Battle Creek
residents' increasing pessimism about the next five
years: the percentage of those interviewed who
believe there will be bad times economically in the
next five years increased from 31 percent in January
to 43 percent in April. Also, there is less optimism
among Battle Creek residents about their personal
financial futures. The percentage of local residents
who believe they will be better off financially one
year from now fell from 30 percent in January to 26
percent in April.

0
72

74

76

78

80

82

84

SOURCE: The Institute. Dates of recessions from National
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn
around: P=peak, T=trough.
*Index for 1985:1 quarter=91.

The number of new dwelling units placed under
contract in Battle Creek was flat during the first
nine months of 1984, but doubled in the last quarter
of the year. However, figures for the first quarter of
1985 show that new housing construction has
returned to the lower level seen during most of 1984.
Also, BUSINESS OUTLOOK'S forecasts suggest
that new housing construction could decline
through most of the remainder of 1985.

In view of their waning optimism about the future
of the economy and their personal finances, it may
seem strange that Battle Creek residents' buying at
titudes and their appraisal of their current finan
cial situation have improved since January. In
January, 38 percent of those interviewed said their
financial situation had improved in the last year,
whereas in April close to half said they are now bet
ter off. Also, the percentage of local consumers who
said now is a good time to buy a house, major
household items, or a car has increased. More than
one-half of those asked in April responded that now
is a good time to buy a house. The percentage of
Battle Creek residents who feel now is a good time
to buy major household items remains high, at 60
percent. And the percentage of local consumers who
feel the next 12 months will be a good time to buy a
car jumped from 51 percent in January to 62 percent
in April. Some part of these robust buying attitudes
may be seasonal, but their importance and poten
tially positive effects should not be ignored.

The final local component of the Battle Creek In
dex of Leading Indicators the average workweek
of manufacturing employees fell from about 42
hours a week during the middle months of 1984, to
41 hours a week late in 1984 and into this year. If
this decline is symptomatic of cutbacks in produc
tion, then it is another signal that economic activity
in Battle Creek may be slowing down and headed for
a drop.
Overall, then, the Battle Creek Index of Leading
Indicators seems to be signaling a brief and narrow
downturn in local economic activity. Whether this
downturn lasts beyond summer, and whether it
broadens, will depend on future economic activity at
the national level. Since monetary policy appears to
14

The Labor Market

Recent figures on help-wanted advertising in the
Battle Creek Enquirer tend to contribute to this
rather gloomy picture of the near-term local labor
market. The volume of help-wanted advertising in
the Enquirer was fairly steady throughout 1984,
and even picked up in January of 1985 to reach a
four-year high. But figures for February and March
were back to the 1984 level, and this suggests at
best steady employment in the next few months.

Recently released data on the Battle Creek labor
market, and projections based on those data, give
somewhat troublesome figures for the short term
future of the Battle Creek labor market.
Total wage and salary employment in Battle
Creek (seasonally adjusted) fell slightly but percep
tibly from just over 61,000 during the third quarter
of 1984 to just below 61,000 in the final two months
of the year. Further, current BUSINESS
OUTLOOK forecasts suggest that the third quarter
of 1984 may have represented a short term peak in
Battle Creek employment, with employment pro
jected to remain below 61,000 through the rest of
1985.

To sum up, the outlook for the Battle Creek labor
market during the remainder of 1985, although far
from dire, is not bright. The basic reason for this
forecast is that real economic growth at the national
level has languished, increasing at an annual rate of
just 1.3 percent during the first quarter of 1985. A
national growth rate well above 1 or 2 percent is
needed to sustain constant employment in Battle
Creek, simply because the Battle Creek area, like
much of Michigan, is going through a period in
which growth is slower than the national average.2

This turn in Battle Creek's labor market, although
currently still moderate, was unanticipated. Earlier
projections had suggested the possibility of slight
further growth in local employment. The failure of
this further growth to occur results mainly from the
slowing of growth at the national level, and from
Battle Creek's sensitivity to changes in national
business conditions.

Summary

Accumulating evidence implies that sagging
economic activity and employment are in store for
the Battle Creek area at least until mid-summer. At
present, it appears that the decline in local economic
activity will be short-lived and shallow. The most
hopeful sign for the area in the short run is the ap
parent commitment of the Federal Reserve to
restore a stronger national growth rate than has
been seen so far this year. Strong growth at the na
tional level would pull Battle Creek out of the
doldrums by year's end. In the long term, of course,
the quality and volume of new enterprise that Battle
Creek attracts to the area will determine its for
tunes, and here the outlook is brighter.

A resumption of strong national economic growth
would help make the current dip in Battle Creek
employment short-lived, and prevent any deepening
of the decline. Recent indications that the Federal
Reserve's monetary policy has been expansionary in
recent months are a hopeful sign that policymakers
in Washington will not be content with a continua
tion of the slow growth experienced in the first
quarter of this year.
Figures on the unemployment rate in Battle Creek
through the end of 1984 became available only
recently, and are not yet available for any month in
1985. However, the available figures and projec
tions are not encouraging. The unemployment rate
in Battle Creek fell from over 16 percent early in
1983, to about 10 percent during the third quarter of
last year, but then rose to over 11 percent in the
final quarter of the year. (These figures are seasonal
ly adjusted.) BUSINESS OUTLOOK's forecasts
suggest that the recent upturn in Battle Creek's
unemployment rate will probably not reverse itself
in the immediate future, and suggest also that the
local unemployment rate could return to 13 percent
by June or July. The reason appears to be that,
although the number of new job-seekers in Battle
Creek is not increasing, the number of employed in
dividuals in Battle Creek is projected to slacken. 1

NOTES
1. The continued stagnation of the number of job-seekers in the
Battle Creek area suggests that Calhoun County's population,
which stumbled from 141,579 in 1980 to 139,594 in 1982, has
continued to fall. This must be a matter of speculation, however,
because hard figures are as yet unavailable for years more recent
than 1982. (The above figures are from Local Population
Estimates, Current Population Reports Series P-26, No.
82-22-SC, Bureau of Census, U.S. Department of Commerce,
September 1984.)
2. During the last recession, employment in Battle Creek fell by
14.5 percent, while national employment fell just 2.5 percent.
Further, since the recovery began, employment in Battle Creek
has grown by 6 percent, compared with employment increases
amounting to 8 percent for the nation at large. These figures
suggest that fairly strong national growth is required for local
employment growth to occur.
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The BUSINESS OUTLOOK
for the GRAND RAPIDS AREA
Economy Continues to Grow, But Sporadically
John Bornhofen
Grand Valley State College
Despite an excellent growth record in 1984, the Grand Rapids economy nearly stalled in the final
quarter of the year, reflecting the dramatic slowdown in the national economy. This fourth quarter
lull seems to have been merely a short-lived dip in economic activity, however, with the Grand
Rapids area experiencing a resumption of growth in early 1985. Further, small actual and projected
improvements in the labor market, continued optimism on the part of area consumers, and a stable
Index of Leading Indicators all suggest that growth although subdued relative to 1983 or early
1984 should continue.
industrial power consumption, employment, retail
sales, and bank debits. The index is now at an alltime record level. When compared to an index for
the whole U.S. economy that has the same com
ponents, the Grand Rapids area index is behaving
now in a way similar to its behavior in the strong
years of 1977 and 1978. The Grand Rapids index is
now somewhat above the U.S. index and has been so
since mid-1984, and the gap appears to be widening.
Both indices are still moving up, but the U.S. index
did stall in mid-1984 during the third quarter lull
when real Gross National Product the best
measure of the national economy grew at only a
1.6 percent seasonally adjusted annual rate.

Economic and business activity in the Grand
Rapids area appears to be expanding at a healthy
rate now compared to a miniscule gain in the fourth
quarter of 1984. Activity in the first quarter of this
year increased at a 7.5 percent rate over that in the
fourth quarter 1984. For the year as a whole, 1984
was a year of strong expansion, with an almost 7
percent gain over 1983.
These are the findings in the Grand Rapids Area
Business Activity Index put out by the Seidman
School of Business at Grand Valley State College.
The index for the Grand Rapids area consists of six
series: residential and nonresidential construction,

Table 4
Grand Rapids Area Economic Activity Index
(1977=100)

Month

January .......
February
March ........
April .........
May
t/ ..........
June ..........
July ..........
August .......
September
October .......
November
December

1979

1980

1981

1982

1983

1984

1985

110.1
111.1
112.1
112.0
112.2
111.2
111.5
111.5
112.5
112.5
112.3
111.3

111.2
109.9
109.2
107.0
105.3
103.8
103.0
104.0
104.0
105.1
106.0
106.8

106.5
106.2
106.4
107.2
107.4
107.5
107.7
108.2
107.9
107.4
105.4
103.5

102.6
102.3
102.5
102.5
103.4
103.4
103.9
102.9
101.7
101.8
102.3
103.7

104.3
105.6
106.1
107.3
108.1
110.0
111.9
112.5
112.7
111.1
111.5
113.6

116.4
117.0
116.5
117.0
mo
mi

mi
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ion o
120.8
120.0
119.7
120.0
121.5

199 Q

123.0

...

year ago, and that proportion has held for one whole
year.

Factors slowing the U.S. economy in mid-1984 in
cluded a sharp increase in interest rates in the first
half of the year, a monetary policy that almost stop
ped monetary growth at mid-year, and surging im
ports as Americans bought foreign goods and ser
vices with our high-flying dollar. The latter stems
from our high interest rates which attract capital
out of foreign countries and drive up the value of the
dollar.

In addition, there are other positive indications
for the future in Grand Rapids. For instance, a
record 61 percent now think it is a good time to buy
a house, whereas only 22 percent think it isn't.
Perhaps because of the relaxation in the voluntary
import quotas on Japanese cars, a growing majority
of people think the next 12 months will be a good
time to buy cars. The excess of people saying it is a
good time to buy over those saying it is a bad time
to buy is now 41 points, up from 35 in January, and
that is the highest since January of 1984. People
also remain bullish about buying major household
items such as furniture and major appliances. A
record 72 percent think it is a good time to buy and
only 8 percent (a record low) think it is a bad time.
This is a plurality of 64 points, also a record in the
history of the survey.

Survey of Consumer Sentiment

The overall Index of Consumer Sentiment for
Grand Rapids area residents showed little change in
April from the results reported for January (see
Table 1). Area respondents are more confident about
their future financial situation now than they were
in the past. For instance, 43 percent think they will
be better off one year from now, up from 36 percent
in January and 38 percent in all of 1984. Consistent
with a generally optimistic view of their future
financial circumstances, 63 percent of the April
respondents thought their nominal incomes would
rise in the next 12 months or so. This is a slightly
higher proportion than in most past surveys. Nine
percent thought their incomes would fall in the
future. On balance, however, respondents expect
their real incomes to remain the same or be down a
bit in the near future.

The same optimism is reflected in responses to
questions about using savings or additional credit
for major purchases. For the first time in a year, a
majority of respondents (51 percent in April com
pared with 45 percent in January ) said it would be
okay to use some of their savings. Also, the plurali
ty of those reluctant to use credit fell to 29 points
from 36 points in the last two surveys. This is a
record low for the survey.

Expectations about personal financial security
are reasonably consistent with what people expect
for the national economy in the next 12 months. In
April, almost two-thirds expected "good times" for
the next year about in line with past surveys. The
proportion expecting "bad times" remained the
same. Over the next five years, 43 percent expect
the national economy to experience good times,
down from 47 percent in January, but still above the
41 percent in 1984. A growing number expect bad
times over the next five years.

Labor Market Conditions
Employment rose steadily after the recession
gave way to recovery in late 1982, but it increased
only slightly in late 1984. Total employment in the
Grand Rapids area rose in 1984 for the fourth
straight year to a record of 306,300. Employment
rose throughout the year with the exception of the
third quarter when it dipped slightly. The rebound,
although slow, appears to be continuing so far in
1985.

Asked about unemployment and inflation in the
next 12 months, a growing number think unemploy
ment will worsen, but the vast majority still think it
will remain about the same. However, a growing
number think unemployment will be more of a prob
lem than inflation. Fifty-three percent think
unemployment will be more serious, while 35 per
cent think inflation will be. This 18 point gap is the
largest since January 1984.

The civilian labor force (which includes both
employed and unemployed) even declined in the
third quarter of 1984, as economic growth slowed.
But the number of people in the workforce (seasonal
ly adjusted) in the fourth quarter of 1984, reached a
new high of 340,660.
Unemployment in the Grand Rapids area has now
fallen for two straight years to 31,360 in 1984. Until
the fourth quarter of 1984, it had fallen for six
straight quarters. With the slowdown in the third
quarter, unemployment rose. Unemployment does
not fall substantially in the early phases of a
recovery because of employer reluctance to add
workers immediately when business activity picks
up, and because workers who left the job market

There is a sizable and growing plurality saying
that the Grand Rapids area economy is in better
shape than the national; at 26 points, that plurality
is the highest in the history of the survey. In addi
tion, a full 93 percent think the Grand Rapids
economy is at least in as good a shape as it was a
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when the number of jobs was declining return as the
economy improves. The unemployment rate, which
is the percent of the Grand Rapids labor force that is
unemployed, fell 6 straight quarters to below 9 per
cent in third quarter 1984, before rising to almost 10
percent in the fourth quarter. For all of 1984, the
unemployment rate fell over 2 percentage points to
9.3 percent, the biggest drop since 1976.

some extent, this reflects the sizable decline in in
terest rates since mid-1984. However, average week
ly hours worked in manufacturing, which carries a
heavy weight in the Index, continues the decline
that began in the first quarter, 1984. It is now at
40.9 hours, down from a high of 42.7 hours in the
fourth quarter, 1983. This slide appears to reflect
the phenomenon of business firms increasing their
hiring and employment levels only after they are
convinced that the recovery will be sustained. Until
then, they work their existing work forces overtime.
Hence, in the early part of the recovery, average
hours worked increases. However, after the recovery
matures and is seen as being sustainable, firms step
up their hiring and average weekly hours worked
declines.

After declining a bit last summer, employment in
manufacturing also appears to be on the rise again,
but data are available only through December 1984.
While employment in manufacturing production
jobs was hit hard by the recession, it increased a bit
in 1983 and then rose a strong 6 percent in 1984 to
92,000. That level, however, was still below the
record 96,000 manufacturing jobs in 1979. The pat
tern for manufacturing jobs in Grand Rapids is the
same as in the U.S. economy. Jobs in manufacturing
are being permanently reduced by a structural shift
in the economy due to such things as increasing pro
ductivity in manufacturing and competition from
abroad. By contrast, employment in the nonmanufacturing sector has never declined on a yearto-year basis in the Grand Rapids area even during
recessions. In 1984, it reached a record 151,000
workers, continuing to grow even during the lull in
mid-1984. The growth in nonmanufacturing employ
ment is concentrated in the private sector. Govern
ment employment in Grand Rapids fell to 28,600
last year, after reaching a 1980 high of 32,290.

Charts
Index of Leading Indicators
Grand Rapids Area
(1977=100)
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Help-wanted advertising in Grand Rapids has
climbed in every quarter since the third quarter of
1982, and is still going strongly upward. The index
reached 104 in the first quarter of 1985, the highest
quarterly level since early 1980.
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SOURCE: The Institute. Dates of recessions from National
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn
around: P=peak, T=trough.
*Index for 1985:1 quarter=90.

Leading Indicators

The Grand Rapids area economy appears to be
headed for a period of stability with resumed but
slower growth. This can be seen in the Index of
Leading Indicators for the Grand Rapids area,
which rope slightly from 89.75 in the fourth quarter
1984 to 90.3 in the first quarter of 1985. (See Chart 5
and Table 6.) This was the first increase in a year
and a weak one at that, but it reverses a downtrend
in the indicators that started in the second quarter
of 1984, and lasted throughout the year. The
downturn led the lull in economic growth by about
six months.

Other Measures of Business Activity

A major contributor to the recent growth in
business activity in Grand Rapids was residential
construction the building of houses and apart
ments, which rose sharply in the first quarter of
1985. However, this strength in residential con
struction more than offset the decline in nonresidential construction from the strong fourth
quarter last year. Even with this decline, first
quarter nonresidential construction is well ahead of
1984 as a whole. Nonresidential construction in
cludes construction of factories, warehouses, office
buildings, shopping centers, and the like.

Within the Grand Rapids Leading Indicators In
dex, there was wide variation in the behavior of in
dividual series. For instance, the index of new dwell
ings in Grand Rapids rose sharply in the first
quarter, 1985, after increasing all through 1984. To
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Conclusion

Another big contributor to Grand Rapids growth
was retail sales. Average monthly retail sales in the
first quarter increased at a 14.6 percent annual rate
over average monthly retail sales in the fourth
quarter. Since sales at retail stores are relatively
volatile, this very strong pace is not expected to con
tinue.

The stop-and-go growth in the U.S. economy in
the last three quarters will probably continue
through the rest of the year, although, on balance,
the national economy should improve. The Grand
Rapids economy should show positive growth also,
but that growth may be moderate due to the ex
pected loss of some automobile business to the
Japanese as they increase their exports of cars to
our markets. Although this development will tend
to restrain Grand Rapids growth, the area's econ
omy should still be able to grow at least in pace with
the national economy. Thus, incomes and employ
ment should improve, and unemployment decline a
bit over the rest of the year. It is highly doubtful
that the gains will be as rapid as in 1984, however.

Two final indicators of economic activity in Grand
Rapids also showed slight improvement during the
first quarter. The first is bank debits the dollar
value of checks written on checking accounts in
the area. The second is consumption of industrial
power that is, electric power purchased and
used by industrial customers which is believed
to vary directly with industrial output in the short
run.
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The BUSINESS OUTLOOK
for the KALAMAZOO AREA
Growth Stalls—Some Decline Possible by Summer
Stephen A. Woodbury
W. E. Upjohn Institute

Lackluster growth of the national economy stalled the growth of employment and economic ac
tivity in Kalamazoo during the second half of 1984. Further, current economic indicators suggest
that local employment could sag and unemployment could rise by the end of summer. This
period of stagnation should be brief as Kalamazoo economy responds to the expected resumption of
national economic growth.
As has been true since last fall, available in
dicators of the Kalamazoo economy's health are giv
ing mixed signals. What is different now is that the
negative signals about the short run are beginning
to dominate.

facility in downtown Kalamazoo which reportedly
will cost between $55 and $75 million is promising
for the longer term as it may prove a catalyst to fur
ther downtown development. Another development
offering promise for the longer term is the opening,
scheduled for September 1986, of the Kalamazoo
Area Science and Mathematics Center. The new
science and math center is being funded by grants
from the Upjohn Company totaling $2 million. The
center, which will be a magnet for the area's best
secondary school students in science and math, is
important to the Kalamazoo economy because it will
offer an additional attraction to enterprises seeking
to locate in the area.

Although BUSINESS OUTLOOK's Index of
Leading Indicators for Kalamazoo has shown little
movement in either direction since October 1984, it
is nonetheless true that during the first quarter of
1985 the Kalamazoo index stood nearly 12 percent
below its year-earlier level. Consumer sentiment is
mixed, with an increasing number of Kalamazoo
residents saying that they are better off now than
one year ago, but an increasing number also say that
they doubt there will be further improvement in the
economy. Short term projections of local employ
ment suggest that the area's labor market may have
hit a temporary plateau, and that growth is highly
unlikely in the next six months. It is more likely
that local employment will decline and the
unemployment rate increase by late summer, ac
cording to BUSINESS OUTLOOK's forecasts. On
balance, it seems that the next six months hold little
promise of further economic growth in the area.

Index of Leading Indicators

The downward slide of BUSINESS OUTLOOK's
Index of Leading Indicators for Kalamazoo seems
to have been arrested, and the index has stabilized
at a level of about 95. The accompanying chart
shows that the Kalamazoo Index of Leading In
dicators fell by about 10 percent during the first
three quarters of last year, raising fears that the
local economy might be facing not just slow growth,
but a recession.

Because sluggish growth at the national level is
the main cause of Kalamazoo's temporary stagna
tion, renewed national economic growth should
resuscitate the local economy. Here the outlook is
hopeful, with the Federal Reserve's renewed expan
sion of the money supply suggesting that national
growth will pick up before year's end.

A variety of factors continue to suggest that the
1984 drop in the Kalamazoo index should not be
seen as foretelling a significant slump in local
economic activity. Chiefly, the deterioration of local
economic indicators was slight, and that deteriora
tion was from historical highs. More recently, the
basic stability of the Kalamazoo index from
September 1984 through March of this year has
been reassuring. Although stability of the Index of

The Upjohn Company's announcement in early
March that it would build a major drug research
20

Leading Indicators cannot be read as a sign of im
proving conditions and may not even be sufficient
to maintain current activity neither does it sug
gest a major drop in economic activity.

of 377 per week during the first quarter of 1985.
Although increases in unemployment insurance
claims are an unhealthy sign, the current level of
claims is still low by historical standards: the
number of unemployment insurance claims filed in
1984 was lower than in any year since 1973.

Chart 6
Index of Leading Indicators
Kalamazoo Area

The national components of the Kalamazoo Index
of Leading Indicators imposed a substantial drag on
the index during the middle quarters of 1984. These
components, from a survey conducted by the Na
tional Association of Purchasing Management, in
dicate changes in inventories of purchased
materials, delivery times, prices of raw materials,
and new orders. All of these indicators gave strong
ly negative signals during the second and third
quarters of last year, but most have been stable
since then.
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Overall, the Kalamazoo Index of Leading In
dicators seems to be signaling a sluggish local
economy with little if any growth in local economic
activity in the coming three to six months.
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SOURCE: The Institute. Dates of recessions from National
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn
around: P=peak, T=trough.
*Index for 1985:1 quarter=93.

Survey of Consumer Sentiment
The April 1985 Survey of Consumer Sentiment for
Kalamazoo epitomizes the conflicting signals that
the local economy is now generating. Overall, the in
dex stood at 93 in April, down from 97 in January,
but on a par with readings taken during 1984. This
overall decline, resulting from a dramatic decline in
expectations about the future of the economy,
masks an actual improvement in Kalamazoo
residents' feelings about their current financial
status.

The recent stability of the Kalamazoo Index of
Leading Indicators reflects the general stability of
most of its components. Most important, the
average workweek in manufacturing has shown
very little movement in the last year, staying close
to 42 hours per week through March 1985. (See
Table 7 at the back of this issue for data on average
weekly hours and the other components of the
Kalamazoo Index of Leading Indicators.)

Forty percent of Kalamazoo residents said they
are better off now than they were a year ago up
from 36 percent in January. Also, buying attitudes
are strong and improving. Kalamazoo consumers
responding that now is a good time to buy a house
increased to 56 percent in April, up from 51 percent
in January. The percentage of local consumers who
feel it is a good time to buy a major household item
remains high, at 62 percent. Finally, respondents
who feel the next 12 months will be a good time to
buy a car jumped to 65 percent in April, up from 53
percent in January.

New dwelling units put under contract in the
Kalamazoo area another component of the index
and one that is highly volatile showed a jump in
February and a good first quarter overall. The hous
ing industry in many urban areas of the Midwest
and Northeast has recently experienced a recovery
from the extreme lows of the last five years, and
Kalamazoo appears to be participating in that
recovery. Nonetheless, there is doubt among hous
ing industry analysts about whether this uptrend
can be sustained. Further, BUSINESS OUTLOOK
projections suggest that the first quarter increase in
Kalamazoo area housing starts does not signify a
real uptrend.

Despite their robust buying attitudes, Kalamazoo
residents have become less optimistic about the
future of the economy. Whereas 60 percent of
Kalamazoo residents asked in January foresaw good
business conditions in the country over the next
year, only 53 percent of those asked in April were
positive about the next year. Even more pronounced
was the increased pessimism about the next five

The third local component of the Kalamazoo in
dex initial claims for unemployment in
surance moved up nearly 21 percent to an average
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face of these rather bleak employment and
unemployment projections. The volume of helpwanted ads (seasonally adjusted) appearing in the
Gazette has increased steadily since late 1982. This
would suggest continued moderate growth in the
area's employment.

years: in January, only 28 percent foresaw bad
times for the country over the next five years by
April, that figure had risen to 44 percent.
So long as Kalamazoo residents' waning optimism
about the future doesn't turn into a decline in spend
ing, their expectations do not pose a major problem.
But if those falling expectations start to be
justified, the result would likely be a loss of con
fidence followed by a general slowdown in spending,
and that would signal the start of a downturn. The
next three to six months will be critical in justifying
or negating those falling expectations.

Summary
Although some healthy signals are still mixed in
with the ominous signs, it is unlikely that economic
activity in Kalamazoo will grow in the next three to
six months. It is even possible that the area will suf
fer sinking employment and rising unemployment
by the end of summer.

The Labor Market

The most important reason for this forecast is
that economic growth at the national level has been
sluggish this year, with real growth during the first
quarter amounting to only 1.3 percent (at an annual
rate). Because the Kalamazoo economy is suffering
through an era in which its growth is slower than
the national average, national growth must be
greater than that experienced in the first quarter to
maintain a constant level of employment in the
Kalamazoo area. 2 National economic trends and
policy will influence whether the current local
slowdown lasts into 1986. It seems at present that
the current stagnation and possible decline in the
area's economy should be short-lived because the
Federal Reserve apparently resumed an expan
sionary monetary policy in the third quarter of last
year.

It seems unlikely that there will be any further
overall improvement in the Kalamazoo area labor
market through the rest of 1985. Total wage and
salary employment in the area appears to have
crested at slightly over 108 thousand at the end of
1984. This represents a 4 percent gain in employ
ment since the depths of the last recession in 1982,
but remains well below the peak of 112 thousand
reached in the last quarter of 1979. (See Table 5 in
the back of this issue for recent data on employment
in Kalamazoo.)
BUSINESS OUTLOOKS projections of wage
and salary employment in Kalamazoo through 1985
raise the possibility that the area may suffer some
employment declines as early as September par
ticularly in manufacturing. Whether this forecast is
borne out will depend on national economic trends
and on the course of monetary policy chosen by the
Federal Reserve. 1 What is clear is that the recent
sluggish growth of the national economy does not
augur well for local employment.

In the longer term, the Kalamazoo economy's
growth will depend on the expansion of enterprise in
the area, and recent developments such as the Up
john Company's development of a new research
facility downtown and the establishment of the
Kalamazoo Area Science and Mathematics
Center make for an enviable longer term future.

Figures on the unemployment rate in Kalamazoo
through the end of 1984 have only recently become
available. The Kalamazoo unemployment rate fell
from over 10 percent early in 1984, to about 8.5 per
cent late last summer, but then began to rise again.
(These figures are seasonally adjusted.) BUSINESS
OUTLOOK's projections suggest that the
Kalamazoo area may return to unemployment rates
of 10 percent or more during the second half of 1985.
The reason is clear: the number of job-seekers in the
area will grow without any foreseeable growth in the
number of jobs in the area.

NOTES
1. In particular, expansionary monetary policy could reduce
both interest rates and the value of the dollar abroad. Reduced
interest rates and a weaker dollar would in turn help maintain
domestic spending, reduce imports, and increase exports, all of
which would aid the local economy in the short run.
2. Consider that during the last recession, national employment
fell by about 2.5 percent, while employment in Kalamazoo suf
fered a decline of more than 7 percent. Moreover, during the
recovery that started in late 1982, national employment has
grown by nearly 8 percent, while Kalamazoo employment has
grown by just 4 percent. This sub-par performance by the local
economy suggests that fairly strong growth at the national level
is needed for employment growth in the area to occur.

First quarter 1985 figures on help-wanted adver
tising in the Kalamazoo Gazette seem to fly in the
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The BUSINESS OUTLOOK
for the MUSKEGON AREA
Impressive Recovery Stalls at Halfway Mark
Thomas M. Maloy
Muskegon Community College

Since the end of the 1980-82 recession, only half the jobs lost in Muskegon during that recession
have been regained. All indicators point to a mild downturn over the next three to six months. A
pickup in the national economy and an emerging tourist industry locally, centered on the new
Hilton Hotel, should help bolster the economy by 1986.
Muskegon economy. The modest decline in the first
quarter of 1985 suggests that output and employ
ment can be expected to continue the recent pattern
of relatively stable economic activity.

The Muskegon area economy has recently ex
perienced a significant slowing of the growth in out
put and employment that has characterized the
local economy since early 1983. Employment on a
seasonally adjusted basis, however, was still
registering small increases in late 1984.
A continuation of relatively flat economic activity
would appear to be in store for the local area over
the next three to six months. Recent declines in the
local composite Index of Leading Indicators put the
index well below levels reached in late 1983 and ear
ly 1984. At the same time, the confidence of
Muskegon consumers registered a decline in April
from its January level, though the decline placed
consumer confidence about where it was in June and
September of 1984. Although it doesn't appear that
any significant downturn will occur in the months
ahead, a mild downward drift would not be inconsis
tent with current indicators. The recent rise locally
in help-wanted advertising is a hopeful sign. In addi
tion, if the slow growth that has recently
characterized the national economy can be increas
ed, this would also be a plus for the Muskegon area.

Chart?
Index of Leading Indicators
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Index of Leading Indicators

The Index of Leading Economic Indicators for the
Muskegon area declined from 94 in the previous
quarter to 90 in the first quarter of 1985. Chart 7
shows the movements of this index, which hit its re
cent peak in the last quarter of 1983 and the first
half of 1984. (See also Table 6.)

The most heavily weighted component of the local
index, seasonally adjusted average weekly hours of
production workers, fell slightly to 39.3 hours from
39.4 in the previous quarter. The local drop, though
slight, represents the third consecutive quarterly
decline for this important indicator and is not
welcome news. It suggests a possible softening of

The decline in this index in the third quarter of
1984 did accurately foreshadow a slowdown in the
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local economic activity, although there is still ample
capacity to sustain expansion.

Twenty-nine percent of Muskegon respondents
expect more unemployment over the next 12
months, up from 12 percent in January. This in
crease may be a reaction to the rise in the
unemployment rate in the area since the last survey
and also to the well-publicized decision of Clarke
Division, McGraw-Edison Company to close its
Muskegon operation after more than 50 years.
Unemployment is likely to cause more serious
economic hardship over the next year than inflation,
according to 54 percent of those surveyed in April,
an increase from 47 percent in January.

A second component, initial claims for unemploy
ment insurance in the Muskegon area, rose in the
third and fourth quarters of 1984 and is estimated
to have climbed again in the first quarter of 1985.
The rise in initial claims in the fourth quarter,
however, can be attributed in large part to the clos
ing of the Grand Haven MESC office in October and
the addition of those claims to the Muskegon office
in that month. Hence the rise in initial claims must
be interpreted with caution. BUSINESS
OUTLOOK projects that initial claims in the
Muskegon area will decline in the second half of the
current year.

Thirty-four percent indicated that they thought
economic conditions had improved over a year ago
in the area, down from 52 percent in January.

The third major component of the local composite
index, construction of new dwelling units, fell by
about 40 percent on a seasonally adjusted basis in
the first quarter of 1985 from the previous quarter.
The local drop represents a reversal of the gains
registered in this index in the last quarter. Residen
tial building activity has not really shown much
strength locally since the first quarter of 1981.

When asked in April about their financial situa
tion as compared with a year ago, 36 percent of
Muskegon households considered themselves better
off, compared to 41 percent in January. At the same
time 30 percent of local households expect to be bet
ter off financially a year from now, almost matching
the 29 percent in January.
Fifty-one percent of Muskegon residents expect
good times nationally during the next 12 months, a
decline from 66 percent in January. Looking ahead
five years, 32 percent of local residents expect good
economic times and 41 percent expect depressed
conditions; this signifies a downturn in consumer
confidence from the figures of 45 and 25 in January.

To summarize, each of the local components of the
Muskegon Index of Leading Indicators has recently
weakened. The closing of the Grand Haven MESC
office makes the rise in initial claims difficult to in
terpret. The decline in average hours worked is more
troubling, but the decline was a very small one.
Building activity has also decreased. These in
dicators seem to point to a continuation of sluggish
economic activity, but not to any significant slump.

When asked whether now is a good time to buy a
major household item, there was a drop from the 70
percent who answered affirmatively in January to
62 percent in April, still well above the 54 percent
who answered in that manner in September of 1984.
Similar trends appear in response to whether now is
a good time to buy a house. The 45 percent who
answered yes in April was below the 56 percent who
did so in January, but above the September 1984
figure of 41 percent. When asked whether the next
12 months would be a good time to buy a car, 50 per
cent indicated in April that it would be, down from
the 58 percent in January but substantially above
the 41 percent who responded in that manner in
September 1984.

Index of Consumer Sentiment

Muskegon consumers were somewhat less op
timistic in April 1985 about their financial situa
tions and about business conditions in general than
three months ago. The Index of Consumer Senti
ment for the Muskegon area was 87 in April, com
pared to 100 in January, representing a decline to
the September 1984 level. (See Table 1.)
Muskegon residents are less optimistic about
their current situation than they were in January
and slightly less optimistic about the outlook for
their families a year from now. The decline in local
consumer confidence shows up even more clearly in
attitudes about business conditions in the country
as a whole. A smaller percentage of local residents
expects good national economic conditions either in
the next year or during the next five years.
Muskegon households are also less likely than in
January to suggest that now is a good time to pur
chase a major household item.

The picture that emerges is one of increased
caution by Muskegon households in the last few
months, both in terms of their own financial condi
tions and that of the country. Though they appeared
a bit more hesitant about major purchases, their
willingness to use some of their savings for major
purchases remained roughly stable and they were
even more willing to buy such items on credit.
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Labor Market Activity

either of the previous two quarters but still lower
than any other quarterly rate since the first quarter
of 1980.

Wage and salary employment continued to show
small gains in the fourth quarter of 1984. Seasonally
adjusted employment of 57,950 was an increase of
almost 300 over the previous quarter and an in
crease of 3,000 over the fourth quarter of 1983.
Hence, although the progress that has been made on
the employment front since the recession low in the
first quarter of 1983 had slowed considerably, some
progress was still being made. Small increases were
recorded in both manufacturing and nonmanufacturing employment during the final quarter of 1984,
more than enough to offset a small decline in the
government sector.

It is obvious that much progress has been made in
reducing unemployment from the very depressed
levels of the previous two years. In spite of this, the
fourth quarter 1984 rate in the Muskegon area was
still about 2 percentage points above that of the
state, where labor market conditions have continued
to improve, and more than 5 percentage points
above the national rate.
The outlook for the Muskegon area for the first
half of 1985 is for unemployment rates at least as
high and probably somewhat higher than the rates
in late 1984.

While the employment picture has brightened in
the last couple years, there is certainly ample room
for further improvement. This is evidenced by the
fact that wage and salary employment in late 1984
was still about 4,500 below levels reached in 1979. It
is likewise evidenced by the continuing high
unemployment rates that plague the area two years
into economic recovery.

Muskegon's economy is highly cyclical and even
during the most prosperous of times its unemploy
ment rate usually lingers above that of the state or
nation. Past recovery periods saw the local quarter
ly rates of unemployment drop below 1C percent and
remain in single digits throughout the recovery.
This has not occurred during the current recovery,
and it does not appear likely to occur in the near
future. Efforts to diversify the local economy and to
encourage tourism could make for lower unemploy
ment rates over the longer term. In that regard, the
scheduled opening in 1986 of the $17 million
Muskegon Hilton Hotel and Convention Center is a
notable development.

The outlook in the Muskegon area is for stable to
moderately declining employment in the months
ahead. If the national economy does not exhibit
strength later in the year, sharper declines in
Muskegon employment may occur by the end of
1985. However, the seasonally adjusted Index of
Help-Wanted Advertising for the local area offers
reason for some optimism here. Recent increases in
this index place it at the highest level in five years.
(See Table 9.)

Conclusion

The seasonally adjusted unemployment rate for
the Muskegon area edged upwards in the fourth
quarter of 1984 to 12.6 percent from 11.4 percent in
the previous quarter, after seven consecutive
quarterly declines. (See Table 3.) The fourth quarter
rise is primarily a reflection of labor force growth
rather than a deterioration of local labor market con
ditions. The rate of 12.6 percent was higher than in

The Muskegon area economy has leveled off from
the post-recession growth starting in 1983. This
leveling off has occurred at a time when a large
residue of unemployment still remains. Most signs
suggest little progress in the next three to six
months in further reducing unemployment. A con
tinuation of the current holding pattern or mild
downward drift seems likely.
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Table 5
Employment Data for West Michigan and Michigan
(In thousands)
Wage and Salary Employmenta
Annual averages (Selected years)

By quarter1* (Adjusted for seasonal variations)
1983

1984

Labor market area

1970

1972

1977b

1980

1982

1983

1984r

IV

I

II

III

IV

Battle Creek .
Grand Rapids
Kalamazoo .
Muskegon .

61.2
191.8
87.0
54.6

62.3
203.9
89.3
54.2

65.6
240.7
103.3
59.2

63.9
266.1
109.8
60.3

59.0
261.0
105.4
55.5

58.6
263.8
104.9
54.0

60.5
271.5
107.6
57.2

59.2
266.6
105.4
54.9

59.7
269.7
106.7
56.0

60.1
271.1
107.3
57.0

61.1
272.6
108.3
57.7

60.9
272.7
108.2
58.0

West Michigan,
4 areas
Michigan

394.6
2999.1

409.7
3119.0

468.8
3442.5

500.1
3442.8

480.9
3193.3

481.3
3186.4

496.8
3294.3

486.0
3229.8

492.4
3271.8

495.4
3281.5

499.5
3303.8

499.7
3320.7

Manufacturing Employment
Annual averages (Selected years)

By quarter1* (Adjusted for seasonal variations)
1983

Labor market area
Battle Creek
Grand Rapids .
Kalamazoo
Muskegon
West Michigan,
4 areas .
Michigan

1984

1970

1972

1977b

1980

1982

1983

1984r

II

III

IV

25.7
72.5
34.3
25.1

25.4
76.4
33.6
22.8

23.8
83.8
33.8
22.1

20.9
89.0
32.9
20.3

17.7
84.5
31.0
17.8

17.2
86.0
30.7
17.1

17.9
92.0
32.0
19.4

17.3
88.7
31.3
17.8

17.7
91.2
31.9
18.8

17.7
92.1
32.0
19.3

18.2
92.0
32.0
19.5

17.9
92.8
32.2
20.1

157.6
1081.1

158.2
1097.4

163.5
1128.4

163.1
998.9

151.0
876.9

151.0
880.8

161.3
942.2

155.2
919.6

159.5
935.3

161.0
935.4

161.8
944.6

163.2
953.5

IV

I

Private Nonmanufacturing Employment
Annual averages (Selected years)

By quarter1 (Adjusted for seasonal variations)
1983

Labor market area
Battle Creek
Grand Rapids
Kalamazoo
Muskegon
West Michigan,
4 areas .
Michigan

1984

1970

1972

1977b

1980

1982

1983

1984r

IV

I

II

III

IV

25.2
99.3
35.3
21.7

26.0
105.8
38.2
23.2

29.3
126.6
49.6
26.6

30.5
144.5
56.4
29.1

29.3
147.5
55.1
28.0

29.2
149.1
55.1
27.4

30.1
150.9
56.6
28.0

29.6
149.5
55.0
27.5

29.8
150.2
55.7
27.7

30.0
150.6
56.4
28.0

30.3
151.2
57.0
28.0

30.4
151.6
57.0
28.2

181.5
1411.3

193.2
1494.7

232.1
1717.3

260.5
1816.1

259.9
1738.6

260.8
1729.6

265.6
1782.1

261.7
1740.7

263.6
1769.4

264.9
1779.9

266.5
1782.5

267.1
1797.2

Government Employment
Annual averages (Selected years)

By quarter1* (Adjusted for seasonal variations)
1983

Labor market area
Battle Creek
Grand Rapids
Kalamazoo
Muskegon
West Michigan,
4 areas
Michigan .

1984

1970

1972

1977b

1980

1982

1983

1984r

IV

I

II

III

IV

10.3
20.0
17.4
7.8

10.9
21.7
17.5
8.2

12.5
30.3
19.9
10.5

12.5
32.6
20.5
10.9

12.0
29.0
19.3
9.7

12.2
28.7
19.1
9.5

12.5
28.6
19.1
9.8

12.2
28.3
19.0
9.8

12.3
28.4
19.2
9.6

12.5
28.5
18.9
9.7

12.7
29.3
19.1
10.0

12.6
28.2
18.9
9.7

55.5
506.7

58.3
526.9

73.2
596.8

76.5
627.8

70.0
577.8

69.5
576.0

70.0
570.4

69.0
566.8

69.5
570.8

69.5
568.2

71.4
573.2

69.2
567.7

SOURCE: Michigan Employment Security Commission. Seasonal adjustment by the Institute.
NOTE: The labor market areas shown in the table above are based on 1973 definitions. Counties included are: Calhoun and Barry in the
Battle Creek SMSA; Kent and Ottawa in the Grand Rapids SMSA; Kalamazoo and Van Buren in the Kalamazoo-Portage SMSA; and
Muskegon and Oceana in the Muskegon-Norton Shores-Muskegon Heights SMSA.
a. Sum of manufacturing, private nonmanufacturing, and government employment may not add to total wage and salary employment
due to rounding.
b. Base year for index calculations,
r. Revised.
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Table 6
Index of Leading Indicators (1977=100)
1972 -

Annual averages (Selected years)
1977
1980
1982
1983

1984

Area
Battle Creek
Grand Rapids
Kalamazoo
Muskegon
West Michigan, 4 areas
Michigan

112
106
109
109
108
108

100
100
100
100
100
100

87
87
87
87
87
84

77
77
79
76
77
74

98
94
97
99
95
93

99
96
101
103
98
95

By quarter (Adjusted for seasonal variations)
1984
1985
I
III
II
IV
I
102
101
105
109
102
99

102
99
103
109
101
99

97
94
99
99
96
92

95
90
95
94
92
90

Technical Note

As presently constituted, the components and the range of weights used in the Indexes of
Leading Indicators are as follows:
1. Average weekly hours of production workers in manufacturing. A separate series is used for
each metropolitan area and for the State of Michigan. Weights range from .42 to .48.
2. Initial claims for unemployment insurance (smoothed). A separate series is used for each
metropolitan area and for the State of Michigan. Weights range from .06 to .12.
3. New dwelling units put under contract (smoothed). A separate series is used for each
metropolitan area and for the State of Michigan. Weights range from .01 to .08.
In addition, each area's index includes the following national measures:
4. The proportion of firms reporting an increase in new orders. Weights range from .09 to .11.
5. The proportion of firms reporting an increase in purchased materials prices. Weights range
from .10 to .13.
6. The proportion affirms reporting an increase in purchased material inventories. Weights range
from .09 to .11.
7. The proportion of firms reporting a change in vendor performance (slower delivery time).
Weights range from .08 to .10.
All of the above items have been identified as leading indicators by the United States Bureau of
Economic Analysis which has evidence that, during past business cycles, they each have served to
indicate conditions which are favorable for, or occur prior to, increases in overall economic activity.
Weakness in these measures can signal stability or declines.
New Seasonal Adjustment and Forecasting Methods
Introduced in This Issue

The seasonally adjusted data in this issue of BUSINESS OUTLOOK have been improved by us
ing a modified version of the X-11/ARIMA method of seasonal adjustment the state-of-the-art
method of removing the seasonal patterns from economic time series. Developed over the years by
the U.S. Bureau of the Census and by Statistics Canada, X-11/ARIMA is now used by the U.S.
Department of Labor and Statistics Canada to seasonally adjust data, and will be used in the future
to adjust all data published by the U.S. Department of Commerce. Although our use of this improv
ed method of seasonal adjustment has resulted in a few changes in previously reported seasonally
adjusted figures, we feel that the new figures are sufficiently improved to warrant the change.
This issue of BUSINESS OUTLOOK also makes use of improved methods of short-term
forecasting. These methods, which come under the rubric of the famous Box-Jenkins-ARIMA class
of models, have been shown to provide the best available short-term forecasts of economic time
series.
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91
90
93
90
92
89

Table 7
Components of the Index of Leading Indicators
Average Weekly Hours of Production Workers

1972

Annual averages (Selected years)
1977
1980
1982
1983

1984

Area
Battle Creek
. .
Grand Rapids
Kalamazoo
Muskegon .
West Michigan, 4 areas
Michigan

42.0
41.0
42.4
41.5
41.5
42.7

41.4
41.5
41.5
42.0
41.6
43.3

40.4
39.9
40.0
40.2
40.0
40.1

39.4
38.9
39.5
38.3
39.0
40.2

41.1
41.2
41.6
39.9
41.2
42.5

By quarter (Adjusted for seasonal variations)
1984
1985
Ia
I
II
IV
III
42.1
42.6
42.2
41.2
42.3
43.5

41.8
41.7
42.0
40.7
41.7
43.2

42.0
42.1
42.2
41.3
42.0
43.3

44.0
41.5
42.0
40.8
41.6
42.9

41.0
40.8
41.7
39.4
40.8
43.0

41.0
40.9
42.0
39.3
41.0
42.7

Initial Claims for Unemployment Insurance (Average per week)
1972

Annual averages (Selected years)
1977
1980
1982
1983

1984

290
712
275
410
1,688
15,152

491
929
382
534
2,336
20,966

454
1,068
299
343
2,164
16,407

Area
Battle Creek .
Grand Rapids .
Kalamazoo
Muskegon
West Michigan, 4 areas
Michigan

803
1,504
599
752
3,659
37,942

886
1,674
527
818
3,905
34,414

450
1,323
415
416
2,604
21,135

By quarter (Adjusted for seasonal variations)
1984
1985
Ia
I
II
III
IV
501
917
294
308
2,043
15,957

440
966
310
287
2,025
15,764

440
1,080
298
367
2,129
16,647

416
1,271
294
385
2,397
16,928

489
1,250
352
445
2,550
17,922

Index of New Dwelling Units (1977=100)b
1972

Annual averages (Selected years)
1982
1983
1977
1980

By quarter (Adjusted for seasonal variations)

1984

1984

Area
Battle Creek
Grand Rapids
Kalamazoo
Muskegon
West Michigan, 4 areas
Michigan

II

I
142
110
73
213
09
117

100
100
100
100
100
100

39
70
81
72
71
56

18
32
21
33
28
25

53
59
50
51
55
41

53
54
27
53
48
44

69
70
33
64
60
51

III
54
60
48
69
60
56

57
74
35
58
64
47

IV
110
91
21
75
69
57

1985
I
54
115
67
44
96
69

National Purchasing Management Survey*
Annual averages (Selected years)

1972

1977

1980

1983

1982

By quarter (Adjusted for seasonal variations)

1984

Area
New Orders
Change in Inventories
Vendor Performance
Changes in Material Prices

1984
I

133
109
125
146

119
102
111
144

91
83
81
147

82
64
87
81

128
95
113
121

115
103
115
123

127
107
128
141

II
121
108
122
132

III
105
102
111
114

IV
104
92
98
105

1985
I
102
92
99
92

SOURCES: Average weekly hours and initial claims data from Michigan Employment Security Commission; number of housing units
put under permit, F.W. Dodge Company; survey data from the National Association of Purchasing Management,
a. Data on Standard Metropolitan Statistical Area (SMSA) labor-market basis; adjustment for Battle Creek, Kalamazoo and Muskegon
by the Institute.
b. Smoothed (4-term trailing average).
c. Survey results shown here are based on percent reporting conditions favorable to economic growth minus percent reporting condi
tions unfavorable to economic growth plus 100.
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Table 8
Selected Labor Market Indicators
Average for manufacturing production workers8
March 1985

Civilian labor force
unemployment rateb
April
December
1985
1984

(Not adjusted for seasonal variations)

Area

Weekly
hours

Hourly
earnings

Weekly
earnings

United States .............

40.3

$ 9.44

$380.43

Michigan ................
West Michigan metro areas:
Battle Creekc . . .........
Benton Harbor ...........
Grand Rapids ............
Kalamazooc ........ . . .
Muskegonc ..............
Other metro areas:
Ann Arbor- Ypsilanti ......
Detroit0 ................
Flint0 ..................
Jackson ................
Lansing-E. Lansing0 ......
Saginaw, Bay City,
Midland0 ..............
Other major areas:
Upper Peninsula .........

72

7.3

43.0

12.57

540.51

10.6

10 9

42.4
40.8
40.6
42.6
40.7

12.64
9.48
10.70
11.75
11.16

535.94
386.78
434.42
500.55

11.0

n

o

ioq

n

o

n
n

o

n

o

44.0
43.3
47.3
42.3
44.2

13.16
13.26
14.84
9.86
14.45

579.04
574.16
701.93
417.08
638.69

5.9
9.5

n
n

o

ion

n

o

11.1

n
n

o

8.5

44.6

14.20

633.32

d

n

o

35.8

9.20

329.36

16.3

n

o

10.0

9.3
13.0

4^4 91

o

o

o

SOURCES: U.S. Department of Labor and the Michigan Employment Security Commission (MESC) for monthly data,
a. Preliminary. Earnings include overtime and part-time wages.
b. The unemployment rate for the civilian labor force in the U.S. and Michigan shown here are adjusted for seasonal variations. Rates
for other labor markets shown here are not adjusted.
c. Boundaries of several of the Metropolitan Statistical Areas in Michigan have been changed as a result of the 1980 Census. All employ
ment data in this report retain the old boundaries. Only hours and earnings estimates shown above in Table 8 for March 1985 are on the
new redefined MSA boundaries,
d. Rate for Bay City was 14.6, Saginaw was 10.4 (Midland was not a major labor market area).

Table 9
Index of Help-Wanted Advertising (1977=100)

1972

Annual averages (Selected years)
1983
1982
1980
1977

1984

Area
Battle Creek
Grand Rapids
Kalamazoo
Muskegon
West Michigan, 4 areas
Detroit, Michigan

88
n.a.
76
n.a.
n.a.
84

100
100
100
100
100
100

82
96
92
91
93
62

79
65
68
69
67
43

68
52
58
67
57
36

95
93
97
90
94
59

By quarter (Adjusted for seasonal variations)
1985
1984
I
IV
III
II
I
95
86
91
84
88
57

94
89
91
90
90
58

90
94
99
92
94
56

100
103
106
94
102
64

103
105
121
97
109
68

SOURCES: West Michigan indexes based on employment ad counts from the Battle Creek Enquirer, The Grand Rapids Press, the
Kalamazoo Gazette and the Muskegon Chronicle; Detroit index from The Conference Board.
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Table 10
Consumer Price Index (CPI), U.S. City Average (1967=100)
Year

Annual
Avg.

Jan.

Feb.

March

April

May

June

July

Aug.

Sept.

Oct.

Nov.

Dec.

301.3
312.2

301.4
311.9

301.5
312.2

CPI for Urban Wage Earners and Clerical Workers - All Items (CPI-W)
1983
1984
1985

297.4
307.6

292.1
302.7
311.8

292.3
303.3
312.7

293.0
303.3
314.0

294.9
304.1

297.2
306.2

296.3
305.4

298.2
307.5

299.5
310.3

300.8
312.8

CPI for Urban Wage Earners and Clerical Workers - All Items (CPI-W) - New Seriesa
1985

312.6

313.9

315.3
CPI for All Urban Consumers - All Items (CPI-U)b

1983
298.4
293.1
293.2
293.4
297.1
295.5
298.1
299.3
300.3
301.8
302.6
303.1
303.5
1984
311.1
305.2
306.6
307.3
309.7
308.8
310.7
311.7
313.0
314.5
315.3
315.3
315.5
1985
316.1
317.4
318.8
SOURCE: Bureau of Labor Statistics, U.S. Department of Labor.
NOTES: Monthly data shown above are not adjusted for seasonal variations. Unadjusted CPI data are used extensively for escalation
purposes. Although the CPI is often called the "Cost-of-Living Index," it measures only price change, which is just one of several impor
tant factors affecting living costs. The CPI-W and CPI-U series are all linked historically to the original CPI Index for Urban Wage
Earners and Clerical Workers.
a. Revised index changes the home ownership measure of the CPI-W to a rental-equivalence basis,
b. Effective in January 1983 the home ownership component of the CPI-U was changed to a rental-equivalence basis.
PERCENT CHANGE: Movements of these indexes from one time period to another are usually expressed as percent changes rather
than changes in index points. Index point changes are affected by the level of the index in relation to its base period while percent
changes are not. Example of computation follows:
100 x f 307.6 (1984 annual avg.) - 297.4 (1983 annual avg.) j
L
297.4 (1983 annual avg.)
J

_ 3 4%

Table 11
Commercial Banking Data - Kalamazoo
(In thousands of current dollars)

1!£84
June 30
September 30 December 31

1985
March 31

Item

March 31

Total Deposits .............
Demand Deposits .........

$1,178,051
230,467

$1,230,104
246,056

$1,249,411
236,093

$1,275,522
256,612

$1,294,040
239,264

Loans Outstanding:
Total ...................
Mortgage ..............
Commercial & Industrial .
Consumer ..............

839,103
321,848
212,728
235,982

864,291
328,261
214,915
250,451

887,455
323,679
232,112
256,320

912,982
324,517
249,533
260,073

931,083
338,832
247,197
256,225

SOURCE: Quarterly call reports of seven out of eight commercial banks in Kalamazoo County. Does not include other financial institu
tions.
NOTES: Amounts shown are in current dollars and are not adjusted for seasonal variations.
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A New Study
from the Upjohn Institute

Michigan's Business Tax Costs
Relative to the Other Great Lakes States
TIMOTHY L HUNT
May 1985 • 167 pp. • $9.95

The approach of the study was to estimate and compare state and local tax cost for eight prototypical
firms assumed to be identically situated in Illinois, Indiana, Michigan, Minnesota, Ohio, and
Wisconsin. Total state and local business tax costs are defined as including workers' compensation,
unemployment insurance, gross receipts, corporate income, franchise, value added, property, and
sales taxes. Michigan's value added tax, the Single Business Tax, is compared to the aggregate of the
gross receipts, corporate income, and franchise taxes of the other Great Lakes states.
Comparative analysis shows that tax burdens of Michigan firms are not out of line with those in the
neighboring Great Lakes states. In fact, the tax burdens for the three small prototypical firms and
one of the larger firms were all virtually identical to the Great Lakes averages for those firms.
Among the advantages of the Michigan business tax structure:
the business portion of sales taxes in Michigan appears to be easily the lowest in the region.
for many firms with average or above average profits, the Michigan Single Business Tax im
poses no higher burdens than the corporate income taxes of other states.
Michigan firms with average or better-than-average unemployment records do not pay
higher unemployment insurance rates than in most of the other Great Lakes states.
for small new firms in Michigan, the Single Business Tax liability is much less than the cor
porate income taxes of the other states. Michigan also shows the lowest unemployment in
surance rates for new firms.
Michigan compares least favorably in workers' compensation and property taxes. While major
reforms have reduced the cost of workers' compensation for many Michigan firms, the state remains
substantially higher than the regional average. Property tax estimates for the hypothetical firms in
Michigan, including the effects of tax abatements, were somewhat higher than the regional average.
To order the report, write or call
The Upjohn Institute 300 S. Westnedge Avenue

Kalamazoo, Michigan 49007

(616) 343-5541

W. E, Upjohn
INSTITUTE
For Employment Research
3OO S. Westnedge Avenue
Kalamazoo, Michigan 49OO7
Telephone (616)343-5541

